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§1.801-2

(2) Though its name, charter powers,
and subjection to State insurance laws
are significant in determining the busi-
ness which a corporation is authorized
and intends to carry on, the character
of the business actually done in the
taxable year determines whether it is
taxable as an insurance company under
the Code. For example, during the year
1954 the M Corporation, incorporated
under the insurance laws of the State
of R, carried on the business of lending
money in addition to guaranteeing the
payment of principal and interest of
mortgage loans. Of its total income for
the year, one-third was derived from
its insurance business of guaranteeing
the payment of principal and interest
of mortgage loans and two-thirds was
derived from its noninsurance business
of lending money. The M Corporation
is not an insurance company for the
year 1954 within the meaning of the
Code and the regulations thereunder.

§1.801-2 Taxable years affected.

Section 1.801-1 is applicable only to
taxable years beginning after Decem-
ber 31, 1953, and before January 1, 1955,
and all references to sections of part I,
subchapter L, chapter 1 of the Code are
to the Internal Revenue Code of 1954,
before amendments. Sections 1.801-3
through 1.801-7 are applicable only to
taxable years beginning after Decem-
ber 31, 1957, and all references to sec-
tions of part I, subchapter L, chapter 1
of the Code are to the Internal Revenue
Code of 1954, as amended by the Life In-
surance Company Income Tax Act of
1959 (73 Stat. 112). Section 1.801-8 is ap-
plicable only to taxable years begin-
ning after December 31, 1961, and all
references to sections of part I, sub-
chapter L, chapter 1 of the Code are to
the Internal Revenue Code of 1954, as
amended by the Life Insurance Com-
pany Income Tax Act of 1959 (73 Stat.
112) and section 3 of the Act of October
23, 1962 (76 Stat. 1134).

[T.D. 6886, 31 FR 8681, June 23, 1966]

§1.801-3 Definitions.

For purposes of part I, subchapter L,
chapter 1 of the Code, this section de-
fines the following terms, which are to
be used in determining if a taxpayer is
a life insurance company (as defined in
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section 801(a) and paragraph (b) of this
section):

(a) Insurance company. (1) The term
insurance company means a company
whose primary and predominant busi-
ness activity during the taxable year is
the issuing of insurance or annuity
contracts or the reinsuring of risks un-
derwritten by insurance companies.
Thus, though its name, charter powers,
and subjection to State insurance laws
are significant in determining the busi-
ness which a company is authorized
and intends to carry on, it is the char-
acter of the business actually done in
the taxable year which determines
whether a company is taxable as an in-
surance company under the Internal
Revenue Code.

(2) Insurance companies include both
stock and mutual companies, as well as
mutual benefit insurance companies.
For taxable years beginning before
January 1, 1970, a voluntary unincor-
porated association of employees, in-
cluding an association fulfilling the re-
quirements of section 801(b)(2)(B) (as in
effect for such years), formed for the
purpose of relieving sick and aged
members and the dependents of de-
ceased members, is an insurance com-
pany, whether the fund for such pur-
pose is created wholly by membership
dues or partly by contributions from
the employer. A corporation which
merely sets aside a fund for the insur-
ance of its employees is not an insur-
ance company, and the income from
such fund shall be included in the re-
turn of the corporation.

(b) Life insurance company. (1) The
term life insurance company, as used in
subtitle A of the Code, is defined in sec-
tion 801(a). For the purpose of deter-
mining whether a company is a “life
insurance company’’ within the mean-
ing of that term as used in section
801(a), it must first be determined
whether the company is taxable as an
insurance company (as defined in para-
graph (a) of this section). An insurance
company shall be taxed as a life insur-
ance company if it is engaged in the
business of issuing life insurance and
annuity contracts (either separately or
combined with health and accident in-
surance), or noncancellable contracts
of health and accident insurance, and
its life insurance reserves (as defined in
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section 801(b) and §1.801-4), plus un-
earned premiums, and unpaid losses
(whether or not ascertained), on
noncancellable life, health, or accident
policies not included in life insurance
reserves, comprise more than 50 per-
cent of its total reserves (as defined in
section 801(c) and §1.801-5). For pur-
poses of determining whether it satis-
fies the percentage requirements of the
preceding sentence, a company shall
first make any adjustments to life in-
surance reserves and total reserves re-
quired by section 806(a) (relating to ad-
justments for certain changes in re-
serves and assets) and then as required
by section 801(d) (relating to adjust-
ments in reserves for policy loans). For
examples of the adjustments required
under section 806(a), see paragraph
(b)(4) of §1.806-3. For an example of the
adjustments required under section
801(d), see paragraph (c) of §1.801-6.
Furthermore, if an insurance company
which computes its life insurance re-
serves on a preliminary term basis
elects to revalue such reserves on a net
level premium basis under section
818(c), such revalued basis shall be dis-
regarded for purposes of section 801.

(2) An insurance company writing
only noncancellable life, health, or ac-
cident policies and having no ‘“‘life in-
surance reserves’”’ may qualify as a life
insurance company if its unearned pre-
miums, and unpaid losses (whether or
not ascertained), on such policies com-
prise more than 50 percent of its total
reserves.

(3) Section 801(f) provides that a bur-
ial or funeral benefit insurance com-
pany engaged directly in the manufac-
ture of funeral supplies or the perform-
ance of funeral services shall not be
taxable under section 802 but shall be
taxable under section 821 or section 831
as an insurance company other than
life.

(c) Noncancellable life, health, or acci-
dent insurance policy. The term
noncancellable life, health, or accident in-
surance policy means a health and acci-
dent contract, or a health and accident
contract combined with a life insur-
ance or annuity contract, which the in-
surance company is under an obliga-
tion to renew or continue at a specified
premium and with respect to which a
reserve in addition to the unearned

§1.801-3

premiums (as defined in paragraph (e)
of this section) must be carried to
cover that obligation. Such a health
and accident contract shall be consid-
ered noncancellable even though it
states a termination date at a stipu-
lated age, if, with respect to the health
and accident contract, such age termi-
nation date is 60 or over. Such a con-
tract, however, shall not be considered
to be noncancellable after the age ter-
mination date stipulated in the con-
tract has passed. However, if the age
termination date stipulated in the con-
tract occurs during the period covered
by a premium received by the life in-
surance company prior to such date,
and the company cannot cancel or
modify the contract during such pe-
riod, the age termination date shall be
deemed to occur at the expiration of
the period for which the premium has
been received.

(d) Guaranteed renewable life, health,
and accident insurance policy. The term
guaranteed renewable life, health, and
accident insurance policy means a health
and accident contract, or a health and
accident contract combined with a life
insurance or annuity contract, which is
not cancellable by the company but
under which the company reserves the
right to adjust premium rates by class-
es in accordance with its experience
under the type of policy involved, and
with respect to which a reserve in addi-
tion to the unearned premiums (as de-
fined in paragraph (e) of this section)
must be carried to cover that obliga-
tion. Section 801(e) provides that such
policies shall be treated in the same
manner as noncancellable life, health,
and accident insurance policies. For
example, the age termination date re-
quirements applicable to
noncancellable health and accident in-
surance policies shall also apply to
guaranteed renewable life, health, and
accident insurance policies. See para-
graph (c) of this section.

(e) Unearned premiums. The term un-
earned premiums means those amounts
which shall cover the cost of carrying
the insurance risk for the period for
which the premiums have been paid in
advance. Such term includes all un-
earned premiums, whether or not re-
quired by law.
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(f) Life insurance reserves. For the def-
inition of the term “‘life insurance re-
serves’’, see section 801(b) and §1.801-4.

(g) Unpaid losses (whether or not
ascertained). The term unpaid losses
(whether or not ascertained) means a
reasonable estimate of the amount of
the losses (based upon the facts in each
case and the company’s experience
with similar cases):

(1) Reported and ascertained by the
end of the taxable year but where the
amount of the loss has not been paid by
the end of the taxable year,

(2) Reported by the end of the taxable
year but where the amount thereof has
not been either ascertained or paid by
the end of the taxable year, or

(3) Which have occurred by the end of
the taxable year but which have not
been reported or paid by the end of the
taxable year.

(h) Total reserves. For the definition
of the term total reserves, see section
801(c) and §1.801-5.

(i) Amount of reserves. For purposes of
subsections (a), (b), and (c) of section
801 and this section, section 801(b)(5)
provides that the amount of any re-
serve (or portion thereof) for any tax-
able year shall be the mean of such re-
serve (or portion thereof) at the begin-
ning and end of the taxable year.

[T.D. 6513, 25 FR 12655, Dec. 10, 1960, as
amended by T.D. 7172, 37 FR 5619, Mar. 17,
1972]

§1.801-4 Life insurance reserves.

(a) Life insurance reserves defined. For
purposes of part I, subchapter L, chap-
ter 1 of the Code, the term life insur-
ance reserves (as defined in section
801(b)) means those amounts:

(1) Which are computed or estimated
on the basis of recognized mortality or
morbidity tables and assumed rates of
interest;

(2) Which are set aside to mature or
liquidate, either by payment or rein-
surance, future unaccrued claims aris-
ing from life insurance, annuity, and
noncancellable health and accident in-
surance contracts (including life insur-
ance or annuity contracts combined
with noncancellable health and acci-
dent insurance) involving, at the time
with respect to which the reserve is
computed, life, health, or accident con-
tingencies; and
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(3) Which, except as otherwise pro-

vided by section 801(b)(2) and para-
graphs (b) and (c) of this section, are
required by law. For the meaning of
the term ‘‘reserves required by law”’,
see paragraph (b) of §1.801-5.
For purposes of determining life insur-
ance reserves, only those amounts
shall be taken into account which must
be reserved either by express statutory
provisions or by rules and regulations
of the insurance department of a State,
Territory, or the District of Columbia
when promulgated in the exercise of a
power conferred by statute. Moreover,
such amounts must actually be held by
the company during the taxable year
for which the reserve is claimed. How-
ever, reserves held by the company
with respect to the net value of risks
reinsured in other solvent companies
(whether or not authorized) shall be de-
ducted from the company’s life insur-
ance reserves. For example, if an ordi-
nary life policy with a reserve of $100 is
reinsured in another solvent company
on a yearly renewable term basis, and
the reserve on such yearly renewable
term policy is $10, the reinsured com-
pany shall include $90 ($100 minus $10)
in determining its life insurance re-
serves. Generally, life insurance re-
serves, as in the case of level premium
life insurance, are held to supplement
the future premium receipts when the
latter, alone, are insufficient to cover
the increased risk in the later years.
For examples of reserves which qualify
as life insurance reserves, see para-
graph (d) of this section. For examples
of reserves which do not qualify as life
insurance reserves, see paragraph (e) of
this section.

(b) Certain reserves which need not be
required by law. Section 801(b)(2) sets
forth certain reserves which, though
not required by law, may still qualify
as life insurance reserves, provided,
however, that they first satisfy the re-
quirements of section 801(b)(1) (A) and
(B) and paragraph (a) (1) and (2) of this
section. Thus, reserves need not be re-
quired by law:

(1) In the case of policies covering
life, health, and accident insurance
combined in one policy issued on the
weekly premium payment plan, con-
tinuing for life and not subject to can-
cellation, and
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